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Department Of Housing and Urban Development

GAO examined the financial statements per-
taining to insurance operations of the Federal
Housing Administration, Department of
Housing and Urban Development, for the fis-
ca! year ended June 30, 1975, and other
information about ti.¢ program’s operation
and financial condition.

-~ The examinination was made pursuant to the

Government Corporation Control Act (31
U.S.C. 841).

At June 30, the Federal Housing Administra-
tion’s combined insurance reserves were in a
deficit position for the first time-—-a total of
$182.6 million. This situation resulted from
increasing losses in the General Insurance and
Special Risk Insurance Funds.
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COMPTROLLER GENERAL, OF THE UNITED STATES
WASHINGTON. D.C. 0848

B-114860

To the President of the Senate and the
Seeaker of the House of Representatives

This report summarizes the results of our examination of
the financial statements pertaining to insurance operations
of the Federal Housing Administration, Department of Housing
and Urban Development, fcor the fiscal year ended June 30,
1975, and other information abcut the program's operation
and financial condition.

#e made our examination pursuant to the Government
Corporation Control Act (31 U.S5.C. 841).

We are sending copies of this repert to the Director,
Office of Management and Budget; the Secretaries of the
Treasury and Housing and Urban Development; and the

Assistant Secretary for Housing-P al Housing gommissioner.
04&7&

Conmptroller General
of the United States
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COMPTROLLER GENERAL'S N EXAMINATION CF FINANCIAL
REPORT TO THE CONGRESS STATEMENTS PERTAINING TG
INSURANCE OPERATIONS C7 THE
FEDERAL HOUSING ADMINISTRATIGN
FOR FISCAL YEAR 1975
Department of Housing and
Urban Development

The Federal Housing Administration administers
mortgage insurance programs under which lending
institutions are insured against loss in financing
first mortgages on various types of housing. In-
surance is also provided on loans which finance
property alterations, repairs and/or 1mprovements,
and mobile homes.

The principal purposes of the Federal Housing
Administration, a noncorporate, business-type
agency, are to

~-improve home-financing practices,

--act as a stab1llzlng influence in the mortgage
field,

--facilitate homeownership,
--help eliminate slums and blighted conditions, and
~~-prevent residential properties from deteriorating.

The Federal Housing Administration is subject to
the Government Corporation Control Act and, before
the General Accounting Office Act of 1974, was
subject tc annual audit by the Comptroller General.
The General Accounting Office Act of 1974 eliminated
the annual audit requirement and established a re-
quirement that an audit be made at least once every .
- 3 years. However, the Comptroller General has the
discretion to audit annually if the circumstances
warrant such an approach.

At Juae 30, 1975, the Federal Housing Administration's
combized insurance reserves were in a deficit po-
sitior. for the first time-~a total of $182.6 million.
This s.tuation resulted from increasing losses in

the General Insurance and Special Risk Insurance
Funds. (See p. 6.)

Tear Sheet. i, the rt .
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For the first time the Congress appropriated money

to keep the General Insurance and Special Risk
Insurance Funds solvent. The Supplemental Appro-
priations Act of 1976, dated December 128, 1975,

made available $42.5 million to the General Insurance
Fund and $100 million to the Special Risk Insurance
Fund. (See pp. 12 and 16.)

GAC noted a number of accounting deficiencies
affecting the insurance operations which are of

a continuing nature and which have been addressed
in earlier audits. (See pp. 23 to 26.)

GAQ issued two reports on weaknesses in the Department
of Housing and Urkan Development's financial procedures
pertaining to the Federal Housing Administration.

One report issued to the Congress in Novemper 1975 -
dealt with weaknesses in the Department's procedures
and practices in administering its property tax
payment system. The other report issued to the
Secretary of Housing and Urban Development dealt

with the need to take prompt action to collect
millions of dollars of delinguent mortgage insurance
premiums. (See p. 26.)

In addition, GAOQO noted that the accounts receivable

of about $150.2 million from the sale of Secretary-held

properties and the trust and deposit liabilities

from earnest money of about $142.7 million collected

on pending sales shown on the Federal Housing Adminis-

tration's balance sheet were materially overstated,

GAO estimates that about $143 million of the accounts

receivable were collected by June 30, 1975, and

about $141 million of the trust and deposit liabilities

were for completed sales and were no longer liabilities

at June 30, 1975. These overstated amounts should

have been excluded from the balance sheet at June 30,

1975. The Federal Housing Administration's statement

of income and expense was not affected by these
overstatements.

The overstatement of the accounts receivable and
trust and deposit liabilities resulted from a
combination of a relatively complicated accounting
procedure and a delay in preparing accounting
entries pertinent to the sale of property. A new
compLter process scheduled for operation is intended
to speed up *he accounting for sales of property

and, therefore, reduce or eliminate the overstatement
of the accounts. (See p. 21l.)
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In GAO's opinion, except for the overstatement

of the balance sheet accounts discussed above,

the accompanying financial statements (schs. 1
through 5) present fairly the financial position

of the Federal Housing Administration at June 30,
1975, and the results of its operations and scurce
and application of its funds for the fiscal year
then ended, in conformity with generally accepted

" accounting principles applied on a basis consistenc
with that of the preceding year. (See p. 28.)
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CHAPTER 1

INTRODUCTION

The Federal Housing Administration (FHA) was created by
the President on June 30, 1934, under authority of the National
Housing Act (12 U.S.C. 1701 et seq.). 1Its principal purposes
are to improve home-financing practices, act as a stabilizing
influence in the mortgaqge field, encrurage improvements in
“housing standards and conditions, facilitate homeownership,

" help eliminate slums and blighted conditions, and prevent
residential properties from deteriorating. FHA was headed by
the Assistant Secretary for Housing Production and Mortgage
Credit-FHA Commissioner, who was appointed by the Secretary of
Housing and Urban Development. Effective June 14, 1976, a
reorganization within the Department of Housing and Urban
Development (HUD) combined the offices of the Assistant Secre-
taries for Housing Production and Mortgage Credit-FHA Commis-
sioner and Housing Management into a single 2>ffice under an
Assistant Secretary for Housing-Federal Housing Commissioner.

FHA is a noncorporate, business-type agency which was made
subject to the Government Corporation Control Act by the Hous-
ing Act of 1948. Accordingly, we are required to audit FHA
at least once every 3 years.

For administrative  purposes HUD has divided the United
States into 10 regions, including 76 area and insuring offices.
Officials at these offices are responsible for writing all
forms of FHA insurance required in their respective
jurisdictions.

FHA administers mortgage insurance programs under which
lending institutions (mortgagees) are insured against loss in
financing first mortgages on various types of housing. 1In-
surance is also provided on loans which finance property
alterations, repairs and/or improvements, and mobile homes.
Most_of the FHA insurance, however, -covers mortgages on small
homes (one to four families) and on multifamily housing prop-
erties. From inception in 1934 to June 30, 1975, FHA insured
mortgages amounting to about $194 billion, of which about $87
billion was in force at June 30, 1975. About 25,000 multi-
family properties and about 11.5 millior small homes have
been insured under FHA insurance programs.

The mortgage insurance function gives rise to insurance
claims by mortgagees who, because of mortgage defaults, have
acquired properties through foreclosure or, as an alternative,
have assigned their mortgage notes to FHA. 1In settling claims,



titles to foreclosed properties or to mortgage notes are
conveyed to FHA. Other FHA functions include (1) maintaining
and selling acquired properties and (2} becoming the mort-
gagee in the case of the assigned mortgage notes.

From inception in 1934 to June 30, 1975, FHA has acquired
3,194 multifamily properties and mortgage notes, representing
327,914 housing units, at a cost of about $3.4 billion. During
the same period 632,663 small homes and notes were acquired at
a cost of about $10 billion. A summary of FHA's property and
mortgage note activity for fiscal years 1974 and 1973 follows.

Property Acquisitions

Fiscal year
1975 1974
Smail Multifamily Small Multifamily
homes properties homes properties
Humber of properties and
lots on hand at beginning
of fiscal year (note a) 77,565 305 72,115 221
Add properties acquired
{note b) 51,181 120 537,246 155
Less sales ’ £2,376 123 49,796 21
Increase or decrease(-)
in rumber on hand -11,18% 87 5,450 74
Number of properties and
lots on hand at end of
fiscal year (note a) €6,370 382 77,565 305

a/ Small homes halances irclude 4,735 vacant lots at .lune 30, 1975, and 7,978
vacant lots at June 30, 1974, Small homes which had been located on these
lots were razed.

b/ "roperties acquired include 5,627 small homes and 139 multifamily properties
for fiscal year 1975 and 4,401 small homes and 108 multifamily properties
for fiscal year 1974 on which FRA held assigned defaulted notes, but because
of continued defaults in payments by the mortgaqors, FHA foreclosed and
acquired the properties.



Number of notes on hand
at beginning of fiscal
year

Add notes acquired

Less liquidations and
conversions {note a)

Increase or decrease(-)
in number on hand

Number of nctes on ﬁand
at end of fiscal year

3/ Conversicns refer to

Mortgage Notes Assigned

Fiscal year

1975 1874
Small Multifamily Small Multifamily
homes properties homes properties
9,687 1,017 9,583 807
1,626 466 4,558 329
5,716 147 4,454 119
-4,090 319 104 210
5,597 1,336 9,687 1,017

properties on which FHA held assigned notes, but

because of continued defaults in payments by the mortgagors, FHA foreclosed
and acquired the properties. Conversions include 5,627 small homes a
13¢ multifamily properties for fiscal year 1675 and 4,401 small homes and
108 rwltifamily properties for fiscal yvear 1974,

nd



CHAPTER 2

-

COMMENTS bN FINANCIAL STATEMENTS

The Federal Housing Administration's insurance programs
are conducted under four insurance funds authorized as separate
financial enticies by the National Housing Act. The four funds
are the Mutual Mortgage Insurance Fund (MMIF), the General
Insurance Fund (GIF), the Cocperative Management Housing In-
surance Fund (CMHIF), and the Special Risk Insurance Fund
(SRIF).

All four funds function as revolving funds in carrying
out the insurance operations provided for in specific sections
of the act. Each fund consists of the assets, liabilities,
and reserves of the specific sections. The insurance reserves
of one fund are not available for the other funds' use except
when authorized by the Congress. T T

Income to the funds include fees and premiums from
insurance operations and interest income derived from any in-
vestments of the funds. The funds®' expenses include insurance
losses, interest on borrowings from the U.S. Treasury, deben-
ture interest, and administrative expenses. In addition,
provision is made for estimated future losses cn acquired
properties, mortgage notes, notes for property improvement
and mobile home loans, and premiums receivable. The results
of operations (statement of incom- and expense) on a combined
basis for all four funds are shown on schedule 2. Schedule
4 shows the separate results of operations for each of the
four funds.

The accumulated differences in each fund between the
income of the fund and expenses, losses, and provision for
estimated future losses are considered to be the insurance
reserves available to cover future insurance losses and
administrative expenses of the individual funds. The finan-
cial position of the funés (balance sheet) at June 30, 1975,
is shown on a combined basis on schedule 1. .Schedule 3 _ _.
shows the financial position for each of the four funds.

For ease in understanding the financial statements
{schs. 1 through 4) the results of operation and the
financial position of the four funds are discussed on a com-
bined basis on pages 5 through 8. Because the four funds
are separate financial entities, combined figures do not
present the financial position of an individual fund. The
financial position of the individual funds is discussed
beginning on page 8.



RESULTS OF OPERATIONS

During fiscal year 1975 FHA incurred a net loss in the
operations of the four insurance runds of $753.5 million, an
increase of $181.0 million over the loss of the previous
year. The fiscal year 1975 loss consisted of (1) an excess
of expenses over income of $506.2 million and (2) increases
from the previous year of $247.3 million in the allowances
for estimated future losses on certain assets of the insur-
ance funds. Increases in the allowances for estimated future
losses from the prior year represent a net decrease in the
value of FHA's assets and, therefore, add to the net loss for
the year.

Two of the insurance funds showed profits totaiing
$112.7 million during fiscal year 1975 while the other two
insurance funds showed losses of $866.2 million. A breakdown
of the profit and losses for fiscal year 1975 of the four
funds and a comparison to fiscal year 1974 follows.

Profit or loss (-}

Fiscal Year-

Insurance funds 1975 1974
{millions)
MMIF $109.4 $105.9 .
GIF -490.7 -383.1 .
CMHIF 3.3 1.6
Total -§753.5 -$572.5
] F—————}

INSURANCE PRESERVES

Total reserves

At June 30, 1975, FHA's combined insurance reserves were
in a deficit position of $182.6 million. This marks the first
time that FHA's combined reserves were in a deficit position.
An analysis ot the respective insurance reserves balances and
the sources of these balances follow.
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Total Small Multifamily Property
reserves or homes properties improvement
deficiency(~-) deficiency(-) deficiency(-) loans
e —————— {milliong)~==—m——ceccmmmc e
MMIF $1,873.9 $1,873.9 $ - $ -
GIF -1,041.3 -570.3 -582.9 111.9
CMHIF 20.6 - 20.6 -
SRIF -1,035.8 -795.3 -240.5 co-
Total $ -182.6 $§ 508.3 5 -802.8 $§111.9
L ——— S -~ - ———— O e ———

The deficit balance of $182.6 million in the insurance
reserve represents a decrease of $794.7 million from the total
insurance reserves of $612.1 million at the end of fiscal year
1974. The decrease is attributable to decreases of $489.3
million in GIF and $374.4 mi'lion in SRIF, oifset by increases
of $67.7 million in MMIF and $1.3 million in CMHIF.

Reserve requirements

On the basis of actuarial studies of the risks
underwritten, FHA annually estimates the reserves reguired to
settle insurance claims that might be presented by insured
mortgagees under the $87 billion of insurance in forc= on
June 30, 1975.

Estimated reserve requirements are affected principally
by the amount of insurance in force. An increase in the
volume of new mortgage insurance increaases the estimated
reserve requirements because the insured mortgage balances
are at their highest level at inception. As the mortgages
age and balances are reduced, the reserve requirements de-
crease. Thus, the longer the insurance is in fcrce, the lower
reserve requirements become.

FHA considers that a noteworthy difference exists in
the bases on which life insurance and other insurance com-
panies establish their insurance reserve requirements and
on which FHA establishes its insurance funds' estimated
reserve requirements. Insurance companies generally consider
reserve requirements in determining not only their solvency
but also the amount of surplus funds that may be available
for distribution to policyholders or stockholders,

In the case of life insurance companies, mortality
experience has been well established and the expected



mortality--one of the major elements in the valuation of
reserve requirements--can be predicted reasonably well,
Consequently, the reserve requirements of life insurance
companies can be determined with a fair degree of accuracy.

FHA considers that its estimated reserves are to provide
for future losses and related expenses which will be, in
large part, contingent on adverse economic conditions which
are not readily predictable. Therefore, FHA has established
its reserve requirements on what it considers to be the most
conservative basis--the range of probability of future losses
and related expenses that might be incurred if an economic
reversal were to develop immediately.

Thus, FHA insurance funds' estimated reserve requirements
are designed as a measure of the losses and expenses that may
result from such a contingency and not as a measure of sol-
vency of the funds according to its accepted meaning in the
-underwriting of conventional insurance risks.

FHA considers that a balance status Zor a fund exists when
its insurance reserves~-accumulated retained earnings--are
equal to, or greater than, the estimated reserve requirements
and that, when a balance status is attained, the fund has
sufficient resources to meet such future insurance losses and
related expenses as miqght be expected within the range of
probability.

At June 30, 1975, FHA's estimated insurance funds'
reserve reguirements amounted to $2,882 million. At the
same date FHA's total insurance reserves, as shown on the
combined balance sheets (see schs., 1 and 3), were in a
deficit position of $182.6 million, which resulted in a total
estimated reserve deficiency of $3,064.6 million--a $484.
million increase in the deficiency from the prior year.

The following tabulation shows the estimated reserve
requirements, the insurance reserves, and the estimated re-
serve deficiencies at June 30 for each of the past 5 years.

Estimated Estimated

Fiscal reserve Insurance reserve
vear reguigggggg§ reserve or deficit(-) deficiencies
--------------------- {millions)~=—==—crmvcmuneeeaa

1971 $2,699.2 $1,698.9 $1,000.3

1972 3,091.0 1,630.3 1,460.7

1973 3,158.5 1,220.7 1,937.8

1974 3,192.0 i 612.1 2,579.9

1975 2,882.0 -182.6 3,064.6
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The $484.7-million increase in the estimated reserve
deficiency from the prior year is attributable to the net of
(1) the $794.7-million decrease in the insurance reserves
resulting from insurance losses, offset by (2) a $310-million
decrease in the estimated reserve requirement resulting from
the fact that the decrease in reserve requirements for older
insured mortgages exceeded the increase in reserve requirements
for newly insured mortgages.

The adegquacy ¢of the estimated reserve requirement is not
predictable because it will be contingent on the amount of
future insurance claims that FHA may be required to pay to
insured mortgagees because of mortgagors defaults in mortgage
payments. )

MUTUAL MORTGAGE INSURANCE FUND

MMIF was established under the authority of section 202
of the National Housing Act. Under this fund only mortgages
which finance the purchase of small homes are insured. Sec-
tion 205 of the act authorized the establishment of a Parti-
cipating Reserve Account and a General Surplus Account}
in MMIF and provided that both accounts be available tc meet
losses arising from the MMIF insurance operations. Section
205 also authorized allocation of the income or loss from
operations in any semiannual period to either or both accounts
and to distribute as dividends a share of the Participating
Reserve Account to mortgagors after the MMIF-insured mortgage
loans have been paid. The mortgagors, however, do not have
any vested rights in the acccoun:.

Section 205 of the act also regquired that the allocation
of the income or loss and the distribution from the Partici®
pating Reserve Account be made in such a manner and amount as
to be in accord with sound actuarial and accounting practices,

The net income of MMIF for fiscal year 1975 was $109.4
million, an increase of $3.5 million over the net income of
$105.9 million in fiscal year 1974. The increase is the net
result of

———

Ishown in the combined balance sheet (see sch. 3) as statutory
reserve and insurance reserve, respectively.



(millions)
--an increase in income +$§12.2
~-a decrease in allowances for
estimated future losses +28.7
~-an increase in expenses -37.4
Increase in net income - $ 3.5
E - 3

The major changes affecting the insurance operations of
MMIF resulted from an increase in interest income on U.S.
Government securities of $13.1 million, an increase in the
loss on sale of acquired security of $29.1 million, and a
decrease ir the allowance for estimated future losses on
acquired property of $25.3 million.

The higher interest earned is attributable to increased
investments of the fund of $194 million. Losses on the sale
of acquired securities were higher in fiscal year 1975 because
1,265 more properties were sold and the average loss per
property sold increased by $945. MMIF's inventory of acquired
property decreased by 5,473 small homes accounting for the
decrease in the allowance needed for future losses.

At June 30, 1975, the total MMIF reserves as shown on
the combined balance sheet (see sch, 3) amounted to $1,873.9
million, including $1,445.9 million in the General Surplus
Account and $428 million in the Participating Reserve Account.
The entire net income of $109.4 million earned in MMIF for
fiscal year 1975 was allocated to the Participating Reserve
Account. In addition, $1.7 million was transferred to the
Participating Reserve Account fror the General Surplus Account,
making a total addition to the Participating Reserve Account
of $§111.1 million. Dividends declared to mortgagors from
the Participating Reserve Account in fiscal year 1975 was
$43 million compared with $35.1 million in fiscal year 1974.

From fiscal year 1960 until fiscal year 1971, the
estimated reserve requirement for MMIF-exceeded its reserves.
However, beginning in fiscal year 1967, the relationship
between MMIF reserves and the estimated reserve requirement
started to improve, and by the end of fiscal year 1975,

MMIF reserves exceeded the estimated reserve requirement by
$672 million. The following tabulation shows the insurance
reserve, _he estimated reserve requirements, and the excess
of reserves over the estimated requirement at June 30 for
each of the past 5 years.



Partici- Excess of

General pating Estimated reserve over
Fiscal Surplus Reserve Total reserve - the estimated
year’ Account Account reserves requirement requirements

---------------------------- (milligns)-=-cmrmms mrmccmmnccccaccaans
1971 £1,393.8 $135.1 $1,528.9 $1,452.3 $ 76.1
1972 1,455.1 2041 1,659.2 1,454.0 205.2
1973 1,446.2 269.4 1,715.6 1,330.7 384.9
1972 1,486.3 359.9 1,806.2 1,365.6 440.6
1975 1,445.9 428.0 1,873.9 1,201.9 672.0

GENERAL INSURANCE FUND

GIF was established on August 10, 1965, under the
authority of section 519 ‘of the National Housing Act, as
amended, to carry out the mortgage insurance programs autho-
rized by a number of sections of the National Housing Act.

GIF is used to insure mortgages under various programs,
including some high~risk insurance programs that might have
been made part of SRIF if it had existed when these programs
were enacted. The GIF deficit is attributable to the high-risk
insurance preograms. GIF is used to insure mortgages and notes
that enhance the purchase, construction, and/or improvement

of small homes, multifamily property, nonresidential property,
and commercial or farm structures.

In fiscal year 1975 GIF sustained a loss of $490.7
million, an increase of $107.6 million over the loss of
$383.1 million incurred in fiscal year 1974. The increase in
loss s the net result of

(millions)
--decrease in income +$ 2.4
--an increase in expenses +123.6
--a decrease in allowances for i
estimated future losses ~18.4 -
Increase in net loss $107.6

The major changes affecting the insurance operations of
GIF resulted from increases in interest expense on borrowings
from the U.S. Treasury of $40.5 million and for debentures
of $8.5 million, an increase in the loss on sale of acquired
property and mortgage notes of $75.5 million, a decrease in
the allowance for estimated future loss2s on acquired

10
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property of $92.3 million; and an increase in the allowance
for estimated future losses on defaulted mortgage notes of
$69 million. -

The higher interest expense this year was due to an
increase in borrowings from the U.S. Treasury of $730.3
million and increased debenture obligations issued and out-
standing of $85.2 million. Increased losses on the sale
and liquidation of acquired property and mortgage notes were
attributable to (1) a sales increase of 6,145 small homes

.+ during fiscal year 1975, (2) an increase in the average loss
per case of $1,124 and (3) a reduction of $3.5 million in
the loss on the sale and liquidation of multifamily projects
and mortgage notes. The decrease in the allowance for esti-
mated future losses on acquired property was due to a reduc-
tion of 5,830 in FHA's small home inventory of acquired
property at June 30, 1975. 1In comparison, at June 30, 1974,
GIF's inventory of small homes increased by 2,560 from the
prior year. The higher allowance for estimated future losses
on defaulted mortgage notes resulted from an increase of
$474.3 million in mortgage notes acquired during the year.
The increase during fiscal year 1974 was $208.5 million.

At June 306, 1975, GIF's insurance reserve was in a
deficit positicon of $1,041.2 million. (See sch. 3.) FHA
records showed that about $248 million in claims were pending
against GIF at June 30, 1575. The GIF insurance reserve defi-
cit of $1,041.3 million will increase by the amount of loss,
if any, ultimately sustained on the disposition of properties
or notes acquired by FHA applicable to the pending claims.
The estimated reserve requirement has exceeded the insurance
reserve since inception of the fund in August 1965. The
following tabulation shows the estimated reserve requirement,
the insurance reserve, and the estimated reserve deficiency
at June 30 for each of the past 5 years.

Estimated Estimated
Fiscal reserve Insurance reserve
year requirement reserve or deficiency(-) deficiency
- eeemeeemc e —e - (millions)e=—ermmercc e rnceee
1971 $ 829.0 $ 171.6 $ 657.4
1972 990.4 63.3 927.1
1973 1,032.0 -164.0 1,196.0
1974 1,001.5 -552.0 1,553.5
1975 929.5 -1,041.3 1,970.8

11



The ultimate reserve deficiency that might devzlop
could exceed the $1,977.8 million estimate if large-scale
mortgage defaults occur-—-an event which would necessitate the
outlay of large sums tc settle the resultant claims for the
unpaid balances of defaulted mortgages. In such settlements,
FHA acquires the prorerties or the mortgage notes that secured
the defaulted mortgages.

In fiscal year 1975, 11,790 home properties and notes
were acquired compared with 14,046 in fiscal year 1974. 1In
addition, 334 multifamily properties and notes were acquired
in fiscal year 1975, compared with 267 multifamily properties
and notes in fiscal year 1974.

GIF has sustained substantial losses over the years and
to obtain funds for the payment of mortgage insurance benefits
$2,037 million was borrowed from the Treasury including
$730.3 million borrowed during fiscal year 1975. The borrowed
funds had not been repaid at June 30, 1975.1

COOPERATIVE MANAGEMENT HOUSING INSURANCE FUND

- .-

CMHIF was established on August 10, 1965, under authority
of section 213 of the National Housing Act, as amended. Under
CMHIF, mortgages are insured which finance the purchase, con-
struction, and/or rehabilitation of multifamily cooperative
housing property. Alsoc insured are supplementary loans which
finance improvements and/or repairs of multifamily cooperative
housing property or which provide funds for necessary community
facilities.

Section 213(1) of the act authorized the establishment
of a Participating Reserve Account and a General Surplus
Account? in CMHIF and authorized the FHA Commissioner to allo-
cate the income or loss from operacions in any semiannual
period toc either or both accounts. The act also authorized
the FHA Commissioner to distribute a share of the Participating
Reserve Account to mortgagors as dividends after the
CMHIF~insured mortgages have been paid and at such times before
payment as he may determine. - The mortgagors, however, do not
have any vested rights in the account.

lAppropriations for GIF totaling $42.5 million were approved
by the Congress on December 18, 1975, under the Supplemental
Appropriations Act of 1976.

2Shown in the CMHIF section of the combined balance sheet

{see sch. 3) as statutory reserve and insurance reserve,
respectively.
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The act requires that the allocation of the income or
loss -nd the distribution from the Participating Reserve
Accot a2t be made in such a manner and amcunt as to be in
accord witn sound actuarial and accounting practices. Both
the General Surplus Account and the Participating Reserve
Account are available to meet losses arising from the CMHIF
insurance in force,

The CMHIF net income for the fiscal year ended June 30,
1975, was $3.3 million, an increase of $1.7 million over the
net income of $1.6 million in fiscal year 1974. The increase
is the net result of

{millions)
--an increase in income +$ .032
~-—-an increase in expensé . -2.1
- ——a decrease in allowances for . .
estimated future losses +3.8
Increase in net income . $1.7 .

The major changes affecting the CMHIF insurance
operations resulted from a loss on acquired property of $2
million, as compared to a profit of $0.1 million in the prior
year, a decrease in allowance for estimated future losses on
acquired property, and defaulted mortgage notes of £2.3 million
and $1.7 million, respectively. The losses on acquired prop-
erty resulted because FHA sold four projects costing about
$5.1 million, Guring fiscal year 1975. No projects were sold
in fiscal year 1974. The decrease in allowance for estimated
future losses resulted from a decrease in the cost of acquired
property and defaulted mortgage notes on hand of $3.3 rillion
and $2.1 million, respectively, during fiscal year 1975.

At June 30, 1975, the total CMHIF reserves, as shown
on the combined balance sheet (see sch. 3), amounted to
$16.7 million in the General Surplus Account and $3.9
million in the Participating Reserve Account, The entire
net income of $3.3 million earned in CMHIF for fiscal year
1975 was allocated to the Participating Reserve Account.
Divid~ands declared to mortgagors from the Participating
Reserve Account in fiscal year 1975 amounted to $2 million
compared to $5 million in fiscal year 1974. )

1"he following tabulation shows the insurance reserve,

the cctimated reserve requirement, and the estimated reserve
excess at June 30 for each of the past 5 years.
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Partici-

pating

Fiscal Reserve

year hcecount
19N $6.0
1972 7.5
1973 5.4
1974 2.c
1375 3.9

General Estimated 'Estimated
Surplus Total reserve reserve
Account reserves requirement excess
----------------------------- (millions)emvmemmccce e e e
$19.5 $25.8 §17.5 $8.0
17.4 24.9 15.3 9.6
17.4 22.8 11.0 11.8
1€.7 1.3 10.1 9.2
16.7 20.6 8.3 12.3

SPECTAL RISK INSURANCE FUND

SRIF was established on August 1, 1968, under authority
of section 238(b) of the National Housing Act, as amended.
Under this fund, mortgages are insured which finance (1) homes
purchased by low-income families who are assisted with their
mortgage payments by FHA,
moderate-income families who, because of the nature of their
credit histories or irregular income patterns, could not
qualify for mortgage insurance under other FHA insurance pro-
grams, and (3) the repair, rehabilitation, construction, or
purchase of propecty located in older, declining urban areas
in which conditions are such that eligibility requirements
for mortgage insurance could not be satisfied under other
FHA insurance programs.

(2) homes purchased by low- and

Section 238(b) provides that SRIF be funded with a
$5-million advance from GIF and that the advance be repaid
at such time and at such rates of interest as the Secretary
of HUD deems appropriate.
Act of 1969 (12 U.S.C. 1715z-3(b)) authorized the Secretary
to fund SRIF with advances from GIF in amounts that the
Secretary may determine necessary up to a total sum of $20
million. At June 30, 1975, $20 million had been advanced

from GIF.

The Housing and Urban Development

In fiscal year 1975 SRIF sustained a loss of $375.5
million, an increase of $78.6 million over the loss of

$296.9 million incurred in fiscal year 1974.
in loss is the net ggsult of

14
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(millyons)
~—-a decrease in income +$ 3.7
--an increase in expenses +110.5
--a decrease in allowances for
estimated future losses -35.6
Increase in net loss S 78.6

The major changes affecting the insurance operations of
SRIF resulted from a $35.6-million increase in interest on
borrowings from the U.S. Treasury, a $71.5-million increase
in the loss on sale and ligquidation of acquired property and
mortgage notes, and a $41.3-million decrease in the allowauce
for estimated future losses on acquired property.

Higher interest expense resulted from an increase of
$485 million borrowed from the U.S. Treasury during the year.
The increase in the loss on the sale of acquired property
and mortgage notes was due to (1) the increase of 5,170 in
the number of small homes sold in fiscal year 1975, (2) an
increase in the average loss per case of $1,135 and (3) an
increase of $9.4 million in the loss on sale and liquidation
of multifamily properties and mortgage notes. SRIF's inven-
tory of small homes increased during fiscal year 1975 by only
108, substantially less than the increase of 5,415 during
fiscal year 1974, resulting in a lesser amount being added to
the allowance for estimated future losses on acquired prop-
erty for fiscal year 197S.

At June 30, 1975, SRIF's insurance reserves were in a
deficit position of $1,035.8 million. (See sch. 3.) FHA
records showed that about $67.6 million in claims were pending
against SRIF at June 30, 1975. The SRIF insurance reserve
deficit of §1,035.8 will increase by the_amount of loss, if
any, ultinately sustained on the disposition of properties and
notes acquired by FPHA applicable to the pending claims. The
estimated reserve requirements for SRIF have exceeded the in-
surance reserve since inception of the fund in August 1968.

The following tabulation shows the estimated reserve

requirement, the insurance reserve deficit, and the estimated
reserve deficiency at June 30 for each of the past 5 years.
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Estimated Estimated

Fiscal reserve Insurance reserve
year requirement reserve deficit deficiency
e ——————— (millions)—---—---—----;—-

1971 $399.9 $ 27.1 $ 427.0

1972 631.3 117.1 748.4

1973 784.8 353.8 1,138.56

1374 814.8 661.4 1,476.2

1975 - 742.4 1,035.8 1,778.2

The ultimate reserve deficiency that may develop could
conceivably exceed the: estimated $1,778.2 million if
large-scale mortgage defaults occur--an event which would
necessitate the outlay of large sums to settle the resultant
claims for unpaid balances of defaulted mortgages. In such
settlements FHA acquires the properties or the mortgage notes
that secuted the defaulted mortgages.

In fiscal year 1975, 20,151 home properties and notes
were acquired compared to 24,362 in fiscal year 1974. 1In
additicn, 172 multifamily properties and notes were acquired
in fiscal year 1975 compared with 106 multifamily properties
and notes in fiscal year 1974.

Appropriations to cover losses sustained in SRIF were
authorized by section 238(b) of the act. Through June 30,
1975, however, the Congress did not appropriate any funds for
this purpose.1 SRIF has sustained substantial losses over
the years, and to obtain funds fcor the payment of mortgage
insurance claims, a total of $1,640 million was borrowed from
the Treasury, of which amount $485 million was borrowed during
fiscal year 1975. The borrowed funds had not been repaid
at June 30, 1975. .

IAppropriations for SRIF tctaling $100 million were approved
by the Congress on December 18, 1975, under the Supplemental
Appropriations Act of 1976. HUD requested additional appro-
priations for fiscal year 1977.
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MAJOR CHANGES IN BALANCES -FROM PRIOR YEAR

Assets

Acnounts receivable

The total accounts receivable, as shown in the combined
balance sheets (see schs. 1 and 3), amounted to $217.2 million
at June 30, 1975, a $39.9-million increase over the $177.3
miliion in accounts receivable at June 30, 1974. Increases
totaling $49.9 million in the various accounts receivable
included $49.5 million from the sales of Secretary-held
properties !, $0.2 million in amounts owed for insurance fees,
and $0.2 million from other accounts receivable. The
$49.9-million increase was offset by a $9.7-million decrease
in premiums receivable and a $0.3-million decrease in the
sale of Secretary-held mortgages.

Investments in U.S. Government securities

The investments in U.S. Government securities at
amortized cost, as shown in the combined balance sheets (see
schs. 1 and 3), amounted to $1,590.1 millien at June 30,
1975, a $196.4-million increase from the $1,393.7 million in
investments at June 30, 1974. The increase in investment is
attributable to a $194.3-million increase in the MMIF holdings
and a $2.1-million increase in the CMHIF holdings.

Acquired property--at-cost plus
net expense to date

The acquired property inventory balances of $1,678.5
million and $1,772.9 million at the end of fiscal years
1975 and 1974, respectively, are shown in schedule 1. An
analysis of the activity in acquired property follows.

1see p. 21 for comments on accounts receivable from sales
of Secretary-held mortaages.
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1975 1974
(millions)

Acquired property inventory at

beginning of fiscal year $1,772.9 $1,523.0
Acquisition cost and other net

property expenses 1,299.1 1,343.9
Cost of sold properties ~1,393.5 -1,094.0
Increase or decrease(-)

in inventory ’ - -94.4 - 249.9
Acquired property inventory

at end of fiscal year

{note a) $1,678.5 $1,772.9

L3 ]

aThe allowances for estimated future losses of $1.7 billion
and $1.4 billion at June 30, 1975 and 1974, respectively, -
shown as a deduction from the balances of acquired property
and notes (see sch. 1), include amocunts required to reduce
the property balances by the cost attributed by FHA to
4,735 razed small home properties at June 30, 1975, and
7,978 razed small home properties at June 30, 1974.
(See p. 2.) ’

An analysis of the decrease from the prior year of
$44.8 million ($1,343.9 million less $1,299.1 million) in
acquisition cost and net property expenses and the increase
of $299.5 million ($1,393.5 million less $1,094.0 million)
in the cost of property sold is shown by insurance fund in
the tabulation that follows.

Increases or decreases(-) _ _Increases.in
in acqgui.ition cost and cost of
other net property expenses properties sold
(millions)

MMIF -543.4 $ 31.6
GIF -34.8 125.2
CMHIF 1.5 5.1
SRIF 31.9 137.6
Total -$44.8 $299.5
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Defaulted mcrtgage notes--at cost

plus net expenses to date

The $1,$58.8 million for defaulted mortgage notes, as
shown in the combined balance sheets (see schs. 1 and 3),
was $574.8 million more than the prior year. A comparison of
the activity resulting in changes in the amount of meortgage
notes on hand during fiscal years 1975 and 1974 follows.

Fiscal year

1975 1974
(millions)

Defaulted mortgage notes--at cost

plus net expenses~--on hand

at beginning of fiscal year $1,384.0 $1,079.9
Acquisitions 823.7 506.0
Conversions (note a) and

liguidations -248.9 -201.9
Increase of mortgage notes on hand 574.8 304.1
Defaulted mortgage notes--at cost

plus net expenses--on hand

at end of fiscal year $1,958.8 $1,384.0

28Refers to defaulted mortgage notes on which HUD took -
foreclosure action, subsequently acquiring title to the prop-
erties that had been the security backing the defaulted
mortgage notes.

An analysis of the increase from the prior year of
$317.7 million ($823.7 million less $506.0 million) in acqui-
sitions and $47.0 million ($248.9 million less $201.9 million)
in conversions and liquidations is shown by insurance fund in
the fellcwing schedule. - _ :

Increases or Increases
decreases(-) in conversions
in acguisitions and liquidations

{millions)

MMIF -$ 1.0 3 .2
GIF 271.4 5.6
CMHIF -5.8 1.7
SRIF . 53.1 39.5
Total - $317.7 $47.0
- - - -3 —
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Allowances for-estimated- future-losses

The valuation reserves--allowances for estimated future
losses--totaled $1,699.2 million, a $247.3~-million increase
from the amount of $1,451.9 million at June 30, 1974. These
reserves are provided for premiums receivable ($5.8 miliion),
for mortgage notes and contracts for deed ($21.6 million), and
for acquired security or collateral ($1,671.8 million).

{See sch. 1 and 3.)

The $247.3 million is shown in schedules 2 and 4 under
the caption "Increase(~) or decrease {+) in valuation allow-
ances" and represents adjustments necessary to value the ac-
quired properties, insurance premiums receivable, and title
I and other mortgage notes held by the four funds at June 30,
1975, at amounts considered to be collectahle. The major
increase to the reserves was $225.4 million for defaulted
mor tgage notes. .

The valuation allowances were based on (1) actual losses
experienced on the sale of small home properties in fiscal
year 1975, (2) losses anticipated to be incurred in the
sales of multifamily properties on the basis of estimated
sales prices, (3) acquisition cost and accumulated expznses
for demolished properties, and (4) predetermined loss rates
on certain other property. At June 30, 1974, the valuation
reserves were increased by $333.9 million, as shown in the
statement of income and expense. (See sch. 2.)

éiabilitigg

Accounts payable

The $202.1 million for accounts payable, as shown in the
combined balance sheets (see schs. 1 and 3), was $11.3 million
less than the amount at the close of the pricr year. The
$11.3-million decrease consisted of a $21.9-million decrease
in the amounts due to mortgagees for securities acquired by
FHA in the settlement of mortgage insurance claims, offset by
a $10.6-million increas=2 in the liability of Mi IF participa-
tions payable.

Trust_and deposit liabilities

The trust and deposit liabilities at June 30, 1975,
as shown in the combined balance sheets (see schs. 1 and 3),
amounted to $174.4 million, a $62.2-million increase over the
balance at June 30, 1974. The major increase of $57.6
million resulted from the receipt of earnest money on pending
sales of FHA property. Additionally, deposits held for
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the accounts of mortgagors and lessees increased by $4.1
million and amounts held which were excess proceeds from
sales of property increased by $0.5 million. (See p. 21
through 23 for comments on earnest money on pending sales of
FHA property.)

Debenture obligations--debentures
issued and outsianding

Debentures issued and outstanding at June 30, 1975, as
shown in the combined balance sheets (see schs. 1 and 3),
amounted to $486.9 million, compared with $408.1 million at
June 30, 1974--a $78.8-million increese.

During fiscal year 1975, debentures totaling $135.8
million were issued in pavment of insurance claims presented
by insured mortgagecs pecause of mortgagors' defaults in
mortgage payments, and debentures totaling $57 million were
redeemed.

Borrowings.from U.S.-Treasury

On October 13, 1971, the then Assistant Secretary-FHA
Comrmissioner and the Secretary of the Treasury exchanged two
notes dated November 25, 1970, which had been issued by the
former and held by the latter, for two new notes dated
October 13, 1971. The new notes are open end; that is, notes
that do not stipulate the dollar amount that the U.S. Treasury
could advance to either GIF or SRIF. The November 25, 1970,
notes had provided for advances up to a total of $200 million
for GIF and $100 million for SRIF.

Urder the terms of the October 13, 1971, notes, each
advance is to mature 15 years from the date of the advance
and interest on the unpaid balances is to be paid on June 30
and December 31 of each year at a rate to be established by
the Secretary of the Treasury.

At June 30, 1975, GIF's borrowings totaled $2,037.3 ——
million and SRIF's borrowings totaled $1,640 million--increases
of $730.3 million and $485 million, respectively, from
June 30, 1974, (See sch. 4,)

MATERIAL OVERSTATEMENT OF ACCOUNTS
RECEIVABLE AND TRUST AND DEPOSIT
CIABILITY ACCOUNTS

Qur tests of the documents supporting accounts receivable
from the sale of Secretary-held properties and liabilities
for earnest money on pending sales {see schs. 1 and 3) showed
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that the June 30, 1975, balance sheet amounts of $150.2 million
and $142.7 million, respectively, are materially overstated.

On the basis of these tests we estimate that about 95 percent,
or akout $143 million, of the accounts receivable were col-
lected by FHA at the end of the fiscal year and, in accordance
with generally accepted accounting principles, should not have
been shown as accounts receivable at June 30, 1975. Further-
more, our tests showed that about $9 percent, or about $141
million, of the trust and deposit liabilities for earnest money
on pending sales were applicable to completed sales by the

end of the fiscal year and, in accordance with generally
accepted accounting principles, should not have been shown as
liabilities at June 30, 1975.

Accounting entries for the accounts receivable and earnest
money accounts are generated by the sale of Secretary-held
properties. When a sales contract is entered into, FHA requires
the buyer to pay a sum of money, referred to as earnest money,
as a show of good faith to complete the sales transaction. At
the date of settlement on the property--the day the sale is
completed-~-the buyer pays the remaining amount due under the
sales contract usually to a lawyer or settlement company
handling the settlement.

An account receivable from the buyer would exist from
the settlement date until FHA collects the sales proceeds.
Payment to FHA generally is made a few days later. A trust
and deposit liability would exist for the earnest money FHA
collected before the date of settlement untii the sale was
completed.

We tested the sales documents fcr a represegntative
sample of 185 accounts receivable and 114 trust and deposit
liability accounts pertaining to the June 30, 1975, balances.
We found that about 95 percent of the accounts receivable
tested had been collected as of June 30, 1975. On the basis
of generally accepted accounting principles, under the
accrual basis of accounting, receivables representing amounts
due from.others are accounted- for as assets from the time -- - —_—
the acts giving rise o such claims are completed until they
are collected. Therefore, since the accounts were collected
at June 30, 1975, they should not have been included in
FHA's balance of accounts receivable at that date.

A similar situation existed with the amounts included
1n the earnest money on pending sales account. We found
that for over 99 pezcent of those amounts tested the settle-
ment date of the sale was before June 30, 1975. On the basis
of generally accepted accounting principles, all liabilities
should be measured and recorded in the accounts in the period
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-. in which they a . incurred and they should be removed in the

period in which they are liquidated. Since the sale of prop-
erty was complete by June 30, 1975, the trust and deposit
liability, for money collected by FHA and held in trust, no
longer existed and the liability should not have been included
in FHA's balance of trust and deposit liabilities at that
date.

The overstatement of these accounts resulted from a
combinztion of a relatively complicated accounting procedure
and a delay in preparing accounting entries pertinent to the
sales. Documents pertaining to sales of properties are
prepared in FHA field offices throughout the country and are
forwarded after the date of settlement to Washington, D.C.,
where the transaction is recorded in the accounting records.

FHA accounting procedures provide that when the sale is
recorded in the accounting records, an account receivable be
set up for the amount of sales proceeds due from the buyer.
This is done even though the funds may have been collected at

the time the sale was recorded in the accounting records because

the accounting group had not yet received verification that
the funds were actually collected.- Further, when the funds
are actually collected the procedures provide that a trust and
deposit liability be set up to acccunt for the cash received.
At some date after the sale is recorded, the accounting group
receives a confirmation that the sales proceeds were actually
collected. 1t then writes off the liability and the account
receivable. At June 30, 1975, although most of the accounts
receivable still on the books had been collected and the lia-
bilities did not exist because the sales had been completed,
the accounting group had not yet adjusted the accounts receiv-
able and the trust and deposit liability accounts.

An FHA accounting official agreed with our finding. He
informed us that the manual process, currently in use, of
verifying that sales proceeds are actually ceollected is being
replaced by a computer process. The computer process,
scheduled for operation in fiscal year 1977, is intended to
speed up the verification of collection of sales proceeds
and thus should substantially reduce or eliminate the over-
statement of both the accounts receivable and the trust and
deposit liability accounts.

ACCOUNTING DEFICIENCIES CONCERNING
INSURANCE OPERATIONS

During our examination of the financial statoments of
FHA's insurance operations, we noted additional accounting
deficiences which affected the fiscal year 1975 financial
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results in varying degrees. These deficiencies did not
affect our opinion on the financial statements because either
the net effect was not material or FHA adjusted the account

to a level which permitted us to accept the balance as
reasonable. However, some of the problems are of a continuing
nature and, if not corrected, could result in serious account-
ing deficiencies in future years. We reported the following
problems to the Secretary of HUD on December 11, 1974.

Overdue premiums receivable

Under FHA insurance programs homeowners and other
mortgagors of FHA-insured properties pay mortgage insurance
premiums to banking institutions (mortgagees) which service
their mortgage loans. FHA then bills the mortgagees for
premiums due. We found that the premiums receivable accounts
contain substantial amounts of premiums due from the mortgagees
that are considerably delinguent and the collectability of
these accounts is qguestionable. FHA, for balance sheet presen-
tation purposes, established a reserve against the premium
receivable account that, in effect, reduces the receivable to
an amount considered collectable. However, for the past
several years, FHA has been unable to find the causes of the
problems in the accounts. )

Our examination of FHA's financial statements for fiscal
year 1972 disclosed that about $0.8 million in the premiums
receivable account was past due for 6 or more months. By
June 30, 1973, the amount 6 or more months past due had
increased to $6.2 million, and by June 30, 1974, it was about
$11 million. At June 30, 1975, the amount of premiums re-
ceivable past due 6 or more months had been reduced to $8.4
million.

On June 30, 1975, a reserve for estimated future losses
of $5.8 million was established that, in effect, reduced the
premium receivable account downward to $41 million, an amount
estimated by FHA to be coilectable. Although the establishment
of the reserve adjusts the premium receivable account to an
amount we can accept for purposes -of certification of the - -
account at June 30, 1975, FHA has been unable, over the past
several years, to correct the underlying causes of the
problems.

HUD officials informed us that the principal reasons for
the past due accounts included (1) difficulties in identifying
morctgagees to be billed for the premiums because a substantial
number of mortgages were sold by one mortgagee to another and
(2) a cumbersome manual accounting system reguiring the handling
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of as many as 500,000 to 600,000 computer punch cards monthly,
resulting in substantial numbers of errors. ..

HUD has developed a new computer procedure, currently
being tested, which eliminates the need to manually handle
computer punch cards. Further, on a longer range basis, HUD
is developing a new overall computer system for the mortgage
insurance operations which includes a new design for handling

premium billing and collections.

Insurance - in- force records dropped
from HUD's computer files

Pertinent automatic data processing records applicable
to over five million small home mortgages insured by FHA are
included on HUD's computer master tape files. These master
files are used to record important information concerning each
insured mortgage and to automatically compute premiums due
from mortgagees. Our review showed that, during the monthly
updating procedure to adjust the master file for new or deleted
cases, the data for numerous insured cases was inadvertently
dropped from the files, FHA did not realize the data was
dropped because established internal control procedures to.
detect such dropped data was not being followed.

Our examination of FHA's fiscal year 1975 financial
records showed that during the updating procedure, data for
281 cases involving over $3 million in insurance in force had
been dropped from the master files during the year. FHA was
aware of only 10 dropped cases. FHA officials responsible for
updating the master file told us that procedures to verify
that all cases were processed during computer file updating
were not followed, and therefore, the dropped cases were not
detected. FHA reentered all the dropped cases in the master
file except 21 for which the insurance was terminated before
reentry into the computer system and 1 cése which FHA could

not locate.

We had previously identified the problem of dropped data
during our fiscal year 1973 review. At that time data for
430 cases with an insured amount of over $5.4 million had
been dropped. FHA could not locate 31 of these cases and was
unable to reenter the data concerning those cases in its
computer files. Premiums due the Government on the 31 cases
would be lost, unless the mortgagees servicing the insured
mor tgage voluntarily notified FPHA that a premium billing was
due or the mortgagor defaulted and a claim for insurance bene-
fits was submitted to FHA.
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The Director of Mortgage Insurance Accounting told us
that FHA had now further strengthened its procedures to assure
that in the future dropped cases would be detected.

FHA agnable to reconcile'cash balance with the
balance of the U.S5. Treasury

FHA's cash balance with the U.S. Treasury as shown in the
accounting records was $123.9 million at June 30, 1975. As
of the end of March 1976, FHA was still unable to reconcile
a cash difference of about $26,000 applicable to the June 30,
1975, cash balances. The cash balance shown in FHA's financial
statements (see schs. 1 and 3) is $26,000 lower than the balance
shown in the Treasury records.

Tne last time FHA successfully reconciled its cash balance
with Treasury's records was in 1970. At June 30, 1973, the
unreconciled difference was about $61,000, and at Juae 30,
1974, the difference totaled about $20,000. #UD officials
stated that a new computer system should provide information
necessary for timely cash reconciliations.

Review of financial accounts by
HUD's Inspector General

Over the past several years, we have pointed ocut in
our annual reports to the Congress on our examination of
FHA's financial stateitents that the Inspector General has done
a very limited amount of internal audit work on the FHA in-
surance operations accounting records.

In a December 1974 report to the Secretary, we identifed
several financial accounting deficiencies in FHA's insurance
operations and recommenced that the Office of the Inspector
General be required to annually examine FHA insurance records
and participate with appropriate HUD cfficials in devising
procedures to help correct the accounting problems.

Officials of the Inspector General's Office informed us
that for fiscal year 1976, 2 or 3 man-years would be devoted
to the audit of the financial accounts of FHA. Specifically,
HUD auditors plan to concentrate on deficiencies that we
identified and to assist FHA in eliminating those problems.

RECENT GAO REPORTS ON
FHA FINANCIAL DEFICIENCIES

In November 1975 and May 1976, we issued two reports on
weaknesses ir HUD's financial procedures which pertained to



FHA. The first report issued to the Congress concerned
weaknesses in HUD's procedures and practices for administering
its property tax payment system for properties acquired under
FHA programs. The weaknesses resulted in erroneous, duplicate,
and delinquent tax payments as well as in the failure to pay
taxes owed. (FGMSD-76-24, Nov. 26, 1973) The tax payment
system was the subject of congressional hearings in September
1975,

The sectnd report issued to the Secretary, HUD, was an
interim report on our review of HUD's accounting system for
billing and collecting FHA mortgage insurance premiums from
mortgagees. It concerned the need to taske prompt action to
collect millions of dollars of delinquent mortgage insurance
premiums and to improve the accounting system for mortgage

" insurance premiums and related billing and collection
procedures. {FGMSD-76-54, May 5, 1976)
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CHAPTER" 3

SCOPE OF EXAMINATION

AND

CPINION ON FINANCIAL STATEMENTS

We examined FHA's financial statements pertaining co
its insurance operations for the fiscal year ended June 29,
1975. We made our examination in accordance with generally
accepted auditing standards and included such tests of the
accounting records and such auditing procedures as we con-
sidered necessary in the circumstances.

As discussed on page 22, the accounts receivable from
the sale of Secretary-held properties of about $150.2 million
and the trust and deposit liabilities for earnest money held
by FHA on pending sales of these properties of about $142.7
million were materially overstated at June 30, 1975. We
estimate that about $143 million of the account receivables
were collected by FHA by June 30, 1975, and about $141 million
of the liabilities pertained to settled sales by June 30,
1975, and were, therefore, no longer liabilities. These over-
stated amounts should have been excluded from FHA's balance
sheet at June 30, 1975. FHA's statement of income and expense
was not affected by these overstatements.

in our opinion, except for the overstatements of the
assets and liabilities discussed above, the accompanying
financial statements (schs. 1 through 5) present fairly the
financial position of FHA at June 30, 1975, and the results
of its operations and source and application of its funds “:r
the fiscal year then ended, in conformity with generally
accepted accounting principles applied on a basis consistent
with that of the preceding year.
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SCHEDULE 1
PEJERAL Z0USING ADMINISTRATION
COMBINED COMPARATIVE BALANCE SHEET
AS OF JUNE 30, 1975 AND 1974
ASSETS
1975 9t
CASH AND FUND BALANCES ’ 123,942,820 $ 118,106,988
ACCOUNTS RECEIVABLE:
Premiums 46,808,500 56,109,602 .
Lesst Allowance for estimated futufe losses 6,837,500 S,L00,000
Net. premuums R SILE0 (K
Fees 3,751,199 3,596,018
Sale of Secretary-neld properties 150,162,923 100,585,454
Sale of Secretary-held mortgages 663,900 955,150
Sther 1,699,201 1,474,333
Advance o Special Risk Insurance Pund fram
Jeneral Insurance fand 20,000,000 20,000,000
Total accounts receivable 217,2u8,223 177,320,557
ACCRUED ASSETSs - - -
Preruums 152,148,209 152,304,437
Interest on U. S. Jovernment securities 1,160,358 28,950,921
Interest on mortgage notes receivatle 63,316,173 i Lh, 351,131
Total accrued assets 249,625,240 225,606,489
INVESTMENTS:

©. S. Soverrment securities at amortized cost {Market Value

$1,5345927,207 at June 30, 1975 and $1,308,513,52L at

June 3, 1974) (note 1) 1,590,140,752 1,393,635,455
Stack in rental and sooperative howsing carporations:

139,045 shares st June 30, 1975 amd 146,890 shates

at June 30, 1974--at cost 158,600 167,300
Total lnvestments 1,559,299,392 1,393,852,755
MOATGAGE NOTES AND CONTRACTS FOR DEES--UNPAID BALANCE 366,011,933 310,854,010
ess Allovance for estimatad future iosses 21,579,037 19,128,L56
fiet mortgage zotes and contracts for deed b, 192,296 291,725,558
ACQUIRED SECURITY OR CCLIATERAL:
Acquired propertye-at cost plus Det erpenses to date 1,678,502,91) 1,772,882,94)
Jefaulted mortgage notes=-at cost Flus net expenses to date 1,958,767,084 1,383,994,569
Jefauited Title I notes--at unpaxd principal balance 63,401,908 48,873,135
Total cost of acquired property and notes 3,700,671,%0% 3,205,750,587
Less principal recoveries on defaulled mortgage notes — 58,511,847 - 56,253,915
lLess ungistursed morugage proceeds 2,719,434 1,925,L32
Unrecovered cost 3,639,4l0,082L 3,147,57,840
Less iilowance for esiimated future losses L1,671,463,058 Lah27,132,800
Net acquired property and notes La967,977,763 1,720,4,38,840
uﬁ::;"mm:":ﬁ‘ﬁs:mm futzre losses l’zﬁ',@gz gﬁh J :EOE;
Net other ndtes receivable 945,228 20,468
Net acquired security or collsteral 1 922,997 1,720 08
OTHER ASSETS--HELD FOR THE ACCOUNT GF MORTGAGRS ——2aZ00.201 2 k.B%
MAPPLIED CHARGES 476,591 = 569,126
Total assets (notes 2) $,497,708,262 $3,930,237,629

The notes on page [0 are an integral part of this stu.ement.

Increaseé or ’
Decrsase (-

$._5,535,822

~3,301,1%2
437,520

SR
19,577,559

-291,2523
224,863

39,327,006

=156,222
3,208,927

18,325,7.2

2L, 18,730

196,455,347

-8,
196,01 ,537
53,217,% -

2,u31,19° .-
52,768, "t
-394, 385,825
57,772,273
14,528,772
494,522,918
2,257,7:2

794,95
u91,869,18,
clily, 330,252
247 229

1,027,312
925y

B 34514
2&.76\‘;
248,063,689
—lilig
-122,535
3567, 270,633



LIABILITIES

SCHEDULE 1

Increase or
Ll 97 Decrease (-
ACCOUNTS PAYABLE:
Acquired security and miscellaneous $ 138,693,532 $ 160,637,319 $ -21,543,767
M Fund participations paysble 43,438,259 32,813,958 10,624,301
Advances {rom General Insurance Fund to Special
Risk Insurance Fund 20,000,000 20,000,000 -
Total accounts payable . 202,131,791 21 277 ~11,219.186
ACCRUED LIABILITIES:
Interest on debentures 1,138,574 11,155,112 2,983,562
TRUST AND DEPOSIT LIABILITIESS
Deposits held for mortgagors and lessees (note 7) 26,793,562 22,694,093 4,099,469
Earnest money on pending sales 142,707,158 85,089,563 57,617,595
Excess proceeds of sale 1,858,909 8 0
Total trust and deposit liabilities - - 174,359,629 T 12,18.5%1 62,211,098
DEFERRED CREDITSk
Unearned premium income 51,927,191 Sk,387,620 -2,L5C, 429
Unearned fee ilncome 901,822 W1k,693 487,129
Unapplisd credits - 7,439,684 5,312,983 2,126,701
Total deferred credits | 60,268,697 60,115,296 153,408
DEBENRTURE OBLIGATICHS: -
Dabentures issued and outstanding . 486,935,150 408,053,400 78,831,750
Dabenturss autharized for issue , 11,338,8 624,500 15,714, 354
Detenture claims in procaess 38,203,550 140,639,670 =2,43,1.20
Total debenture obligaticns 536,477,550 LLS 317,570 87,155,56C

OTHER LIABILITIES)
Reserve for faoreclosure costs--defaulted mortgage notes 15,688|92

Total liabalities 1,003,065,299

RESERVES AND BORRQWINXGS FRONM

RESERVES:

10,262,677

856,220,u63

UsS¢ TREASURY

Statutory Reserve--for participation payments and future
losses and expenses (note 5) 432,007,206 362,509,138
Insurance Reserve--available for future losses and
expenses (note 5) =614,632,2u3 243,608,028
Total resermss - 2182,625,037———— 612,117,166
BORROWINGS FROM J. S. TREASURY (note L }.677.268,000 2.&62100%000
Total reserves and borrowings from
Ue Se [reasury 2,494 ,542,903 3,076,117, 166
Total liabilities, reserves and sorrowings from
U. 3. Treasury (notes J, 4, 5, 6, and 7) $,097,708, 262 $3,930,337,629
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5,626,291

1045,800,83

55,498,068
=860,2C,271

=794, Tuz,203

1,215,268,300

220,522,797

$ _S€7,17C,634






SCHEDULE 2 SCHEDULE
FEDERAL HOUSING ADMINTSTRATICH
AND CHANGES IN INSURANCE AND BORROWINGS
FOR THE FISCAL YEARS ENDED JUNE 30, 1975 AND 1974
licrease or
s 7 Decrasse (-)
INCOME AND EYPENSE
INCOME:
Fees $ 24,637,403 $ 21,342,343 $ 23,295,090
Premiums 413,087,823 421,115,822 +8,027,999
Interest on U. 5. Goverrment securities and dividends 104,794,568 91,750,591 13,043,977
Interest incame 139,194 2,417,119 2,278,525
Miscellanecus income 83,966 36,734 L7:232
Total income Su2, 742,950 536,463,209 6,079,745
EXPENSEs
Salaries and expenses 201,798,456 190,011, 352 11,785,150
intarest on borrowings from 7. S. Treasury 202,972,622 126,873,322 76,099,300
Intarest on debenture obligations 30,150,803 21,685,68¢ 8,465,123
Loss on acgquired sscurity 600,907,019 422,771,390 178,135,629
Loss on defaulted Title I notes . 6,258,520 10,429,755 -4,171,235
Discount om sale of Secretary-held mortgages 689, 3], 179,203 510,141
Fee axpenses 3,984,937 1,475,097 2,509,850
Repairs of structural defects 1,007,070 1,365,595 -358,925
Income or expanse (-) on settled properties 1,427,470 25,94 1,391,500
Miscellaneous expense -282,625 116,986 _=699,611
Total expanse 1,048,511,660 175,246,718 273,666,946
Met ircoms before adjustaent of valzation allowances 506,170,706 ~238,583,505 ._2267,587,201
IGCREASE (-} 3R DECREASE (<} IR VALUATION ALLCWANCES:
Allowance for eatimated future losses on:
Purchase money mortgages «2,451,161 -1,238,528 -1,212,593
Acquired propertiss -9,102,252 -170,293,548 *161,151,2%
Defaulted mortgage nates =225,403,232 -153,518,010 -7,885,222
Jefauited Title I notes -9,824,1M -5,544,071 -3,880,700
Jther notes receivadble -102,557 15l 102,11
Insurance gremiums receivable -1337,500 2,900,000 *2,u62,5CC
Net adjustment of valuation allowances -2u7,321,493 ~333,894,063 +86,572,5170
Net iscome or loss (-} $ -753,492,199  § -572,477,568 § -181,C1u,531
ARALYSIS OF INSURANCE RESERVES AND SOBROWINGS
JISTRIBUTIVX OF NET INCOME
Statutary Reserve [participating reserve account)s
Balance at beginning of period $ 362,509,138 § 27,787,207 $ 87,721,501
Xet income allozated for the period 2/ 112,736,027 108,135,238 4,600,599
Transfer from general serplus ascount 1,736,902 19,561,546 17,520,604
Total participating reserve » » » B 3. P9
Participations dec.ared =01, 96L , 167 %0.068‘219 -Q,B%,%&
Participations avai.ible 32,017, 2,515,5 29,592,4
Changes in participationy held in escrow -10,L5% AR « 3,060
Balance at end of periad i QEZIOO’I'ZOG 2 118 350,38, ﬁ
Iasurance Reserve:
Balance at beginning of period $ 249,508,028 $ 945,890,399 & =£6¢,282,371
Adjustaents during the period 1/ 3,724,857 3,991,781 «266,92.
Net incoms ar 1oss (-) for the period 2/ -866,228,226 580,612,606 -185,613,620
Transfer o participating feserve account ~1,736,902 -19,661,3u6 17,920,604l
Balance at end of period $ 66" 203 3 2o 609,078 § 864,240
Total reserves $ -182,625,032 $_612,117,166 $_-794,7u2,20)
SCRROWINGS FROM U. S. TREASINY:
Balancs at beginning of pefiod $2,4052,%00,000 $1,641, 00,000 $ 821,000,..0
Sorrowings during the perisd 1,215,268,000 821,900,000 394,268,000
Balance at end of pertod $3,017,268,000 $2,462,000,500 $1,215,208,20
Total reserves and borrowings at esd of period 83&:@;2.963 szlo7h|117'lb6 $ u20‘222|797
L/ Comprised af the following adjustments relative to prior yearss
(a) Salaries and expenses - $ 3,919,000 § 3,843,000 3 18,000
(b} Allowance for estimatad future losses on purchase
nOneY mortgages - 1L8,781 ~1,8,781
{8} Fee income -437,159 - 437,159
{d} ioss on defauited Title I notes 243,016 - 243,016

2/ e net income vas distriduted to the Satutory and/or the lnsurance reserve by the ASS1atant %ewy cmmissicaer,

HUD, FHA under authority of Sections 205 and 21} of the National Housing Act.
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SCHEDULE 3

FEDRRAL REOUSIKG ADNINISTRATION
COMBINED BALANCE SEXT
N ANALYSIS BY romd
A4S OF JONE X0, 1575

The notes an page LO are an integral part of this stateamt.

Cocperative
Matun Management Special Salaries
Mortgage Genaral Housing Fisk ad
Insurance Insurance Insurance Insurance Expenses
Combined Fund Pund Fund Furd Fund
ASSEIS
CASH AND FUMD BALANCSSs 12 820 $ 30,8967 § 80,293,708 1,320,6 $ _ 9,981,599 81,250,432
ACCUUNTS RECEIVABLE:
Premiume N 46,808,500 24,765,728 12,911,376 282,928 8,848,468 -
Lesse Allowance for estimated future losses 837 500 000 - - -
Net premiuns S0, 2428, SGLL, TELTE T 8EBLs -
Fees 3,152,199 3,463,179 252,565 - 35,455 -
Sale of Secretary-heid propertiss 150,162,923 41,742,252 &1,5u4,931 27,365 66,848,375 -
Sale of Secratary-neld sortgages 663,700 123,750 3,500 - 505,550 -
Other 1,699,200 260,104 986,699 - 312,420 59,378
Advances ta Speclal Rtsk Insurance Fund from
Genera, Inmsurance Fund - A 20,700,300 -~ 20,000,0¢3 - - -
Totai accounts receivasie 217,248,232 65,037,513 230,171 130,293 76,610,268 3078
ACCRUED ASSETS:
Premuns 152,148,209 112,472,000 22,130,82 - 18,5uk,567 -
Interest oe . S. XVa"Tmert securities 4,160,858 32,620,042 - 0,816 - -
Interest on aorigage notes receivatle 53,316,173 561,024 50,618,038 883,642 11,153 408 -
2otal sccrued assets 209,625,250 146,753,866 I, 748,880 ) 29,558,736 -
INVESTMENTS:
Jo So Gowerament securities at amortized cost
(Market 7alue $1,534,927,267) (Note L) 1,590,140,792  1,564,855,u58 - 25,265,334 - -
Steck in rental and cooperative housing corporations,
139,045 155.6(11 - 137,200 21,600 - -
Total invesrents U 920299392 L.56L.8554S8 LM 25,0893 : :
MORTGAGE 1.JTES AND CUNTRACTS FOR DEED--UNPAID BALAXCE 366,071,933 22,519,408 327,4lc, 202 4,897,992 11,222,200 -
wess aillaance [or estimsted future losses 21,579,837 589,399 20,307,574 138,004 -
liev worigage ~utes and contracts for deed Hada u92,296 21,950,379 X7, 104,929 1,693,092 10,784,157 -
A0QUIRED SSCURITY OR COLLATERML:
T Acquirel jroperty--at cost plus net expenses to date  1,578,502,913 134,698,378 671,933,303 1,732,483 670,138,749 -
Defauliea mortgage notes~-at cost plus nat axpenses '
to date 1,958,767,08 12,158,360 1,466,637,334 1, 205,596 465,665,793 -
Jcieulted Title I notese-at unpald principal dalance 63,401,908 - £3,401,508 - - -
Total cost of acquired orcperty and notes 3,700,671,505 06,866,739 2,201,972,9%45 16,038,019 1,135,304, 542 -
Less principal recoveriss on defaulted mortgage notes 58,511,647 1,754, L8 $6,119,133 504,77 123,292
Leas unaismarsed mortgage procesds — T DR ;T 10 - -
Jnrecoverea cast 3,639,400,524 345,102,291 2,14),133,978 15,533, 05 1,135,672,750 -
Less allcwance for estisated future losses 1,671,u63,055 177, 218 m,m,;n YY) N 510,817,215 -
‘et acqaired property and notes 1,967,917,763 168,008,073 _1, 16k, 371,608 10,741,853 624,856,235 -
JQtner notes receivable 1,291,722 268,965 49,064, - 973,491
Lesa allowance for estimatad future losses 348, L5% 2hh, 229 4,906 - 97,369
"6t ater 0tes recetvasle — 8 TW WS - 86,02 -
“et acquired security ar collateral Lotfoz,o0r 160,002,819 1,164MN5,766 10,741,853 426,032,559 _.__ -
JHER ASSETS--HELD FOR THE ACCOUNT OF MORTGAGORS 2,700,703 = 2,679,6°7 21,066 = -
MAPPLIED CHARGES 476,591 62‘&7 11,996 - 97,976 372
Total assets {nove 2) gg,g?,m,zbz w gimllﬁz?!m m 753,204,654 !1.2&,95;



SCHEDULE 3

Matval Managmment  Special  Salaries
Mortgage General Houstng Rlalke and
Insurance Insurance Insuracce Insurance Dxpenses
Combined Pund Pund Pund fund fund
LIABILITIES
ACCOUNTS PAYABLE:
Acquired security and aiscellaneous $ 138,093,532 & 24,026,993 8 170,130, 319 [ 1,563 § Lh,L?,537 3 -
Me Fund participatices payaole 53,438,259 h3:h35x259 - = -
Advances from Il Fuma 20 SRI Fund 20,000,000 - 20,000.990 55‘_
Inter-fund (Paceivatles (-)) - -892,755 7,130 5,577 0pC 2222
Total accousts payanle 202,131,751 86,572,197 70,261,719 7,180 65,230,877 55,508
ACCRTES LIABILIIIES:
Inzerest on Jebentures 1,138,674 109,94 13,508,870 __ 519,842 . ——
TRUST AMD 22PUSIT LIXZILITIESe
Jeposits held for a—gagors and lesseas (note 7) 26,793,582 292,762 20.925.128 LBL.B13 5,095,054, -
Ear<est money on pe=ming sales 2,707,158 18,666,197 37,490,783 - 56,550,178 -
Excess proceeds ' sile 4,858,509 - 4,815,532 43,377 = hd

Total trust ax3 deposit liadbliit:iaes 174,359,529 ‘22‘ 53 63,226, 528.}& ol 640,052 ol

DerERSED CREGLIS:

Jnearned premiu .zcame 51.927 19]. 1 38&,%5 31,894,186 1,898,501 14,750,415 -

Unsarred fee income . 91, 597 58 L2 T

Unepplied credits ‘ 7,1.39,::&. ﬁ,n« 4,338,859 ;9.766 _;"_,_“.:’_ RSCEFSES
Total feferres sreuts . N 60,268,697 1,972,915 36,830,628 2,029,269 17,976,512 1eails=ll

DEBEVTTRE OBLIWATI..Se ’ ’

Decenturas issued / 2 sutstanding . . 480,935,150 .0!;2,950 hb1.39h.553 19,457,652 - -

Jete-tuses sstiorizez for 1ssue 11,333,850 10,945,560 393,3% - -

Deteature clainc in mrocess 38,203,550 - 38,203,550 - - -
Total :ere<cure Jtligations 536,472,550 6,062,955 510,543,600 19,891,000 - ———e

rHER ZA3TLIilISe
Aeszrve for foreclomse cosiseedefauliad

nortgige noLas 15,688,958 - 11,310,653 186,506 hal2i, 192 =
Toral RRaciizties 1,003,065,299 123,057,185 705,681,941 23,162,370 149,040,820 953 T
RESZRVES 10 30WILGS FROM J.5. TREASURY
PESERVISe
Statitary Reservee-far participation paymerts and
futuse lozdes and expenses (note 5} 432,007,200 428,070,349 - 3,236,857 - -
Insurance Reserve--aviiisble for future losses
and expenses (note I} ~ELL, 632,203 _1,L45,860,695 -1 27,8 16,679,102 -1,035,8, i85 -
Total ressrves -15?‘622‘027 1.872.9!1,% 1,061, !21.52 2(%612.22 -1,C 18 o
RRLTLGS FROM J. S. ZzASURY {note 4) 3,877,268,000 - 2,037,268,000 - 1,60,000,000 =
Totil reserves ind borrowings from -

U. S¢ Treaszy Of, 642,96
Total liadbilitiss, reserves and dorrowings
fram U;)S. Treasury (nates J, 4, 5, 6,

and

995,940,

20,61 155,81

$4,497,708,262 $1,997,588,229 $1,701,622,086 3,778,329 § 753,204,635 31,514,783
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SCHEDULE 4
COBIND STATRGNT op mcot
Y- ™

ANALYSIS NY YO

Ao X ]

FOR THE FISCAL TEAR Dgep AN X0, 1975

PEOBRAL NOUSTING spuINISTRATION

SCHEDULE 4

Couperative
Muzual Mansgement Smecial
Nortgage Ganeral Houstng Rtsk
d
INCOE AND TXPENSE Combimed Pund Tund ___Fund Fund
INCOME:
Fees L S i S 6:-‘]’2‘;-;;:
Premiums 413,087,323 136,686,030 %2, o -': Lt
Tagercst om U, S, Covernment securittes sand dividends 104,79, 368 103:103:9” 1,739 1,689,777 -’” -t
Interest .ncome 139,18 515,030 1,000,802 - R Lo
¥ Mincellaneous income 83,966 4,287 58,569 - 11,110
total Lncome 542,742,9% 506,327 109,740,085  _ 5,582 5k _ 0,813,988
EXPENSE:
Salaries and expensas 201,798,496 90,24k ,632 1”'"1';: 275,148 ;:.;g:.gg
interest on dorrowines from U, 5. Treasury 202,972,622 - 07,468, - + 50wy
Intereat on debenture obligstions 30,150,803 37,487 28,812,530 »100,806 - 7
Loss on acquired securicy 600,907,01% 175,252,840 223,360,568 1,965,304 200,328,
Loss on defaulted Title I rotes 6,254, % - 6,158,520 - .
Discount on sale of Secretary-neld morzgages ) sn:)u s ;;z.z:; 6!.95: - ‘:g-;::
Fee expens: 984,937 . 29! m, s - 7By
Repatrs of seructursl defeccs 1,007,070 s S - 730,557
Expense on sectled progerties 1,627,6% 160,786 S84,253 - 682,433
Miscellaneous expense ~282,42% 88,371 136,557 - 'f“:ﬁl
~acal cepense 1,048,913, 680 269,928,151 422,229,*13 3,361,256 51,414,920
Nct income or 1033 (<) before adjustment of veluaciom allessnces . 170 56,678,176  __ -312.489. 18 7,201,288 -?82,600,952
EMCREASE (<) OR DECREASZ (3) 1IN VALUATION ALLCWANCES:
Allowance for estimsted future losses om:
Purchase woney voregages -2,451,108 ~149,880 ~,776,873 -132,182 -192,238
Acquited oroperties -9,102,252 423,309,092 - +8,115,111 +1,220,723 ~41,%%7,980
Defaulted mortiage netes «223,403,232 ~692,9346 -11:.:20.;:: *65h -50,710,53%
Defaulred Title I noces 3,024,771 - ~9,32, - -
Other notes recelvable <102,537 -2,200 -2,984 . -97, 309
1 presiune =150 2,500 ~500,000 - :
et adiustrent of valustion allowances _c247,321,193  _ +22,727,365 2178,129,93  +1,%69,197 LR
et tncome o lons () LRI LRNQNAE LcSUENIN 1R 5yl
ANALYSIS OF AND
DISTRIBUTION OF XET INCOMR:
Statutory Aesetve (participating reserve sccoumt):
Salance at deginning of pericd 3 342,300,133 $ 139.8%,151 S - $ 2,610,907 3 -
Net (ncome or loss (=) allocated for the peciod 2/ 112,73%,027 109,409, 542 - 3,330,485 -
Transfer frow genecral surplus account PR S a8 -
;\an: rr:l‘:lu:ln:.::-m 476,982,047 i1l.036.1|1 - ;.9‘7.3;1, -
'articipations dee . wbd ¥4 = =2,000, =
Parcicipacions availsble - 432,017,700 418,070,349 - 3,967,351 -
Changes in participations hald {n escrow _—M - - =10,434 -
Balance 4t et of pericd & 7 LY 0, - 3,93 857 3 >
er——————— =
Insursnce Reserve: -
Balance st begianing of perfod 3 249,600,028 $1,646,252,59% 3 -551,953,77¢ 516,679,102 § 661,169,391
:]umu duilll :l: :ﬂlﬂi v - 3,7244057 L,IM,1 .‘.5'233':;: 5.8 ’:.2::-;::
€ iacome or loss {} for the period 2 360,220,226 - - -3
Transfer to participating reserve sccount q:]!'m =1a23L023 . ~3,87% R
falance st end of porioe Lotltfinge)  GLAAL860,8%  LLOLLOILSS  HSSIRJ0l  LL01.bl0)
Toeal r.:ll:!. or deficie (-) - ~ ~ W M thg‘ﬂ‘?d” 220.&1;4;; kxlolslwlus—-———- bnd
BORBCUINGS FROM U, S, TREASIRY
Bslance At beginaing of pericd $2,462,000,000 s - $ 1,307,000,000 § - $ 1,153,000,000
Serrowings duriag the periocd La213,260,000 - 130,268,000 - 583,000,000
Balance ez end of period w F - $.2,007, 268,000 v - 3.1,560,000,000
Total resarves and torrovings at emd of period 490,642,90  ELOBLAILML 5 995,000,045 520,815,359 §_6M,058,815
17 Comprized of the following sdjustments relative to prior yeers:
1. Salaries and expenses ] 1,915,000 1] 1,731,022 ] 1,097,112 3 5,879 3 1,084,387
» Taes 437,160 ~391,0%) -35,656 - 9,605
3. Alloweace fer sstimated futurs loeses om éafeulted Title I metes 3 243,017 - -
Lo 2J368% & LGN S LIOROM 3. se19 5 1onm
3/ The 2et incems was te the nd/eg the ineerance
reserwe by the
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SCHEDULE 5

FEDERAL HOUSING ADMINISTRATION
COMMBINED STATEMENT OF SOURCE AND APPLICATION OF TUNDS
{STATEMENT OF CHANCES IN FINANCIAL POSITION)

FOR THE FISCAL YEAR ENDED JUNE 30, 1975

Cooperative
Mutual Hanagemant Special Salaries
Mortgage General Housing Risk and
1 1 31 I Expcn;es
Combined Fund Fund Fund Fund Fand
SOURCE _OF FUNDS
Funds provided by operaticns:
Incowe:
Fees $ 26,537,403 ¢ 16,297,120 § 5,276,786 § 3,268 53 31,060,229 § -
Pramiume 412,630,321 216,748,530 102,892,199 3,889,499 69,120,095 -
Interest = U, S. Government securities 104,792,829 103,103,052 - 1,689,777 - -
Dividends ceceived on stock held in rental and
housing ous L7339 - 1,233 - - -
Interest e mortgage notes -673,018 315,838 188,5%0 - ~12377,%066 -
Interest axd agher income on defaulted
Ticle I =otes 812,212 - 812,212 - - -
Miscellanecus {ncomw 83,966 4,287 68,569 - 1,110 -

Tozal income 342,305,456 336,668,827 109, 240,095 5,582,564 70,813,988 -

Realization ¥ assets?

2rocends izom ssle of properties 720,351,214 216,894,151 185,910,700 365,000 308,181,363
Recoveries -n assigned notes 8,282,876 813,550 7,059,748 116,968 292,489
Recove .es o defaulted Title I notes 4,530,831 - 4,530,'0 - -
Proced is fram sale of purchase =oney “Orrgages 10,465,165 2,391,889 979,886 - 7,093,370
Collecticos of orincipal om jurchase Doney mortgeges 5,190,123 1,262,559 4,089,315 16,367 21,362
Redezpri== cr :ransfer of stack in rameal and

<ooperstive housing corporations 3.700 - 8,700 = -

Total realization of sasecs -

749,028,589 331,362,249 201,579,420 ~98,336 315,588,584 e

frdor Itscal vears adjusrments 3,281,840 1,318,123 1,262,056 $.8/9 1,074,782
Totel finds provided by operatians 51,294,815,883 389,370,199 § _I11.881,571 § 6,086,759  $387.577,134
Funds provides sv Sinancing:
Dedant.ires .sived $ 135,810,300 3 - $ 130,684,630 § 5,148,730 § - s -
To S. sec Lec redeered, so0id and/or i
v 28Ty 138,129,500 348,831,500 739,000 8,759,000 - -
Princinal .~llec2ions on Jefense Family
Hauaing securities 12,485 - 12,885 - - -
fSarrowirgs frm U, S. Jteasury L2215 268,000 - 730,268,000 - 485,000,000 -
Tota® fund, provided Sy finsncing 3ll709|~‘obll785 gusla)xlmo ﬁ BMI'O‘ISH 213.907 750 ﬂslooolooo 2 -
Total iource f funds ;:loo:.l.'svlass 59)8.!0“699 SI|!73'586|105 519l9%|509 2!7Z|~‘-77IJSA 5 -
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Cuoperative
Mutval “anagemens Spucial Salsries
Morrsane Ceneral Housina AUsk and
Insurance Insu: Tnsurance Insurance Expenses
Combined Fund Fund Fund Ffung
APPLICATION OF FUNDS:
Fund= applied o operations.
Expenses:
Salaries and cxpenscs S 201,798,496 § 90,204,637 5 55,171,088 § 275,16 5 56,107,630 $ -
inzeres. on borrowings from U, S. Treasury 202,972,022 - 107,458,795 - 95,504,527 -
Ineerest on debencure obligations 30,150,303 237,487 28,812,530 1,100,806 e -
Repaira of structusi cefects 1,007,070 276,513 - - 719,557 -
flacount oa sale of Secrctaty-held
morcgages 689, 1ok 153,227 65,959 - 470,158 -
Fee expanses 1,984,937 3,553,295 7,74l - 78,901 -
EZxpensze on settled properties Lp427.474 160,786 584,255 - 582,413 -
Miscellangous expensea -2B2. 625 63,371 136,557 - -487,551 =
Tutal expenses el 748,121 34,675,291 192,610,225 1,375,952 153,086,653 ____ -
Acquisition of assecs:
Real property acquired including net
capitalized expentes 1,056,091,750  318,876,99% 281,481,729 ~79,085 453,810,110 [,
Assigned nares acquired including act
capltalized expenscs 817,285,953 529,912 578,779,878 -153,<88 218,130,653 -
Safaulted Title [ notes acquired 13,074,809 ~ 25,074,809 - - ~
Total acquisition of assets 1,398,452,516 319,405,908 BAY, 338,416 -432,573 £92,150,763  __ -
Mutual participations b 974,860 22,964 367 - 2,010,493 - -
Increase ar decrcase (=) in vorking capital
applicah’ e to operatiocns -1,910,381 _-11,955,544 +31,433,798 4,081,959 24,429,252 2,368,649
Tueal funds apolied to aperations g '.’lll‘_lIZGSilll- &'5I090|022 ilIOSSISIaISA] i 7.61-’-.9!'.' 2 569l956|668 E ZIJ“I“Q
Funds applied to financing:
Bebentures redeemed $ 56,951,650 S 658,5%0 § 35,505,300 § 37,700 5 - $ -
U, S. securities acquired (par) 557,933,560 545,935,900 1,139,500 10,8%9,000 - -
Increase or decrease (=) in working
capital applicable to financing 0,109,504 _-53,481,873 58,426,163 112,87 2,820,686 ~2,368 663
Total funds applicd to financing $_ 530,99 554 $493,1311,677 3 _115,07%,383 $12,359. 50 $ 2,520 686 $o2,368 649
B — B ———— I
Total application of funde §.1,00,,259 668 5938 201,699 $1,173,585,106 $19,994, 508 $ 872,477 35 S -
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Vone cwp =315 AWS 15T4

L. Isvestrments imc.u.de IXMA participation cersifizates in the amount of $134,383,630.26

3t Jane 3., 157% anmd 3134,133,402.3% at Jure 30, 1974 plus Jetentures at FHA Insurance
B the amount a9 351,859,120.00 a3t Jume 30, 1375 and $52,016,100.00 at June 30,
. nzs:d as =n invesiment 0y the Mrtusl Morigage Insuracce Fand.

1. Ta2 Zollowins items e aot recirdez in tne sssetst

by morwgagees tut mot io~epted by FHA in the

Jume 37, 1375 and $251,103,3%9,70 at June 3,
oot FRRT e © roseivacle dourelule-on defauiled
Titia lonotel st oJune 0, LTS ana L47.. N

157k -

311,153,481.71

1,705,039.38
$72,353,5.1.37

mouny

inrompliete2

-ne amgunt of
ISy X

2oy ="lQa

cropsraies and notes tendareil °Y mOTLIaSees QUL a6l
she mount of $s17,3%,210.7c at June <D, 1375 and

June -7, 1374,

Y g to progeriiss ind 1Qotes Lenierel oy norie
in the mount of $2,°7.,.32.%4 a% Jurne 33,
]

-~ . unloZnoWm as ‘zerrowings from . 3 Ureasoy" inviules $2,037,268,000 advanced
S3 thne lemeril us.rance funa and Sl,%4u,-00s . Y0 1dvanced %o tns pecial Risk Insurance
Funz.

Zovernment lpon liur zation of all claims

iZ31LLCNS.

- Ine  ximan LisTillity For ofutstaniint FHA LLoarange tIatracts in Ugrre at June T,
ST TR e eemd 75 L
VOt oage 33L, Tay 27 3 Tever 384,353,5u%,523.0
L4 Wm ey l38, 7110 458,513,32¢.30
- The easliestius .3 el Tor mortgagors ani lessees" 1is net of
2z:r W WTVvinecC W8 Be, by <7 an June 1377 and $2,500,072.15
Wl Jane y =T
S=T11. JLCTUMLSLANNeS (I Lntemnilis: cainet l0cs on zertain ansured nors-
TISOE D M rtS e NG WD 0 30 yule _f o at June ., 1.7 and $60°,323.32
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APPENDIX I APPENDIX I

PRINCIPAL OLFICIALS OF  THE

DEPARTMENT OF  HOUSING-AND'URBAN- DEVELOPMENT

AND  THE ' FEDERAL " HOUSING  ADMINISTRATION

RESPONSIBLE  FOR  THE ACTIVITIES

DISCUSSED IN THIS REPORT

""‘Tenure'of'officg """

From

SECRETARY OF HOUSING AND URBAN
DEVELCPMENT:
Carla A. Hills March 1975
James:T. Lynn ° Com Feb. 1973

ASSISTANT SECRETARY FOR HOUSING
PRODUCTION AND MORTGAGE
CREDIT-FHA COMMISSIONER: )
David deWilde (acting) Dec. 1974
Sheldon B. Lubar July 1973

ASSISTANT SECRETARY FOR
ADMINISTRATION: ,
Thomas G. Cody May 1974

DIRECTOR, OFFICE OF FINANCE
AND ACCOUNTING:
‘fthomas J. O'Connor May 1974

DIRECTOR, MORTGAGE INSURANCE
ACCOUNTING:
Benjamin C. Tyner Jan. 1973
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June 1975
Feb. T975

. June-1975

Nov. 1974
June 1975
June 1975

June 1975
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